International 
Marketing Information 
Series 


— 


os 


Foreign Economic Trends 
and Their Implications 
or the United States 


GERMAN DEMOCRATIC REPUBLIC 


June 1977 
Frequency: Semiannual 
Supersedes: 77-007 


repared by the U.S. Foreign Service, 
.S. Department of State, and released by the 


.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





ECONOMIC TRENDS 
IN THE GERMAN DEMOCRATIC REPUBLIC (EAST GERMANY) 
AND THEIR IMPLICATIONS FOR THE UNITED STATES 


May 1, 1977 American Embassy Berlin 


SUMMARY 


Severe drought slowed GDR economic growth in 1976 
and planners have set generally modest targets for 
expansion of the economy in 1977. Growth in the 
standard of living is planned at the modest pace of 
recent years, and the trend to a slightly higher 
rate of investment, especially in raw materials 
exploitation, will continue. 


The task of increasing exports to cover rising 
import costs continues to command the attention of 
GDR planners. Strenuous efforts to expand exports 
and restrict imports appear to be enjoying modest 
success, albeit at some cost to the development of the 
economy, and continued efforts in this direction are 
in the offing. The GDR's deficit on hard currency 
trade account probably exceeded $1 billion in 1976, 
while the balance with communist country trading 
partners probably improved somewhat over the year 
before. 


US-GDR trade in manufactured goods is modest, 
but GDR efforts to use labor and scarce material 
resources more efficiently and to reduce the 
dependence of agriculture on natural conditions 
imply a potential market for U.S. technology and 
products. 





KEY ECONOMIC INDICATORS 


GERMAN DEMOCRATIC REPUBLIC 


1976 1977 
1976 1975 1976 1 


INCOME, PRODUCTION, TRADE & INVESTMENT 2/ (US $Millions) 

Produced National Income 58,760 103.7 
Industrial Production 38 ,630 105.9 
Agriculture & Food Production 5,355 91.2 
Retail Trade Turnover 34,170 104.3 


Food Products 17,524 103.1 
Industrial Goods 16 ,646 105.6 


Investment 17,109 106.8 
In Industry 


In Agriculture & Forestry 
In Construction 


FOREIGN TRADE 3/ 


Exports 


To non-communist world 
To U.S.A; 


Imports 


From non-communi st world 
From U.S.A. 4, 450 4/ 


Exports plus Imports 24,202 114.0 


GDR plan 

GDR data converted at rate $1.00 

GDR data converted at rate $1.00 = VM3.50. 
Estimate. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance 


GDR national income grew 3.7 percent in 1976, a 
striking 1.6 points below the planned growth rate 
of 5.3 percent, a result occasioned in the main by 
severe drought in summer 1976 which produced large 
shortfalls in agricultural crop production. 


Despite these difficulties, industrial production 
grew 5.9 percent and construction and investment 
proceeded at above-plan levels. 


Foreign trade developments continue to play an 
important role as the GDR grapples with the need 
to finance the continuously increasing costs of 
imported fuel, raw materials, and capital equip- 
ment required for the modernization of East German 
industry and agriculture. 


Against this background, GDR planners have set 

goals for economic growth in 1977 which are 

generally modest in comparison with the recent 

past, and which provide for investment at slightly 
stepped up rates. While the goal for growth of 
national income as a whole is 5.5 percent, the 

target for industrial production is only 5.1 percent, 
compared with an average of 6.5 percent achieved in the 
period 1971-75, and 5.9 percent in 1976. Construction 
is planned to grow at a rate of 6.2 percent, compared 
with 6.3 percent planned, and 6.8 percent achieved, 

in 1976. The planned increase in the population's 
standard of living as measured by retail trade 
turnover and money income, at 4 percent, is about 

the same as in recent years, and somewhat below 

the 5 percent average of 1971-75. 


A somewhat stepped-up investment effort is being 
concentrated on development of the (lignite) coal 
and energy industry, exploration and exploitation of 
indigenous energy sources, the chemical, especially 
petrochemical industry,and electronics. Mechanical 
engineering and metallurgy also continue to receive 
investment attention. 





Dependent to a great degree on outside sources of fuel 
and raw materials, planners have concluded that the 
prospects for GDR growth lie in intensive 

growth of the economy. They have therefore laid great 
stress on utilizing available resources efficiently, 
including raising the productivity of labor, which is 
in short supply. The five-year plan for 1976-80 sets 
specific targets for reduction of raw material and 
labor inputs per unit of output. Emphasis is also 
placed on improving the pace of technological 

progress and the rate of absorption of technology 

by the economy. 


Demographic factors in the current and following five- 
year plan periods will favor GDR economic growth. In 
coming years the currently top-heavy age structure of 
the population will grow more normal. It is anticipated 
that in the period 1976-80 the working-age population 
will increase by about 500,000 while the population 

as a whole will decline slightly from its present 

level of about 16.8 million. 


Agriculture in the GDR is conducted on an intensive 
basis, with production units - predominantly collective 
farms - increasingly specialized in particular branches 
of crop or animal production. 


A well-developed animal products sector is partially 
dependent on imported feedgrain and feed protein 
sources. Agricultural planning stresses the further 
introduction of "industrialized methods of production," 
including increased mechanization and use of chemicals. 


Drought in mid- and late summer 1976 hurt GDR crops 
resulting in below-average harvests of grain, potatoes, 
root feed crops, and forage. GDR data suggest the 197 
grain harvest was about 8 million metric tons, 18 perr.ent 
below the GDR's best-ever 1974 crop; and about 8 perc r.. 
below the 1971-75 average. Livestock feed supplies 

were hard hit, leading to some premature slaughterin” 

in fall 1976. Herds of adult and breeding stock 

are reported at normal levels. 





Foreign Trade 


A trading nation with nearly one quarter of national 
product entering the foreign trade sector, the GDR 
for a number of years earned a surplus on the 
approximately 70 percent of foreign trade it 
conducts with communist East Europe and the USSR, 
while running a deficit on trade with the West. 
Sharp rises in the prices of raw materials supplied 
by the communist East, especially the USSR, broke 
this pattern in 1975; and the GDR incurred a record 
deficit of about $1.2 billion including approxi- 
mately $1 billion in hard currency. 


Published data on foreign trade in 1976 state 

only that total foreign trade rose 14 percent and 
that "new measures" were taken in 1976 to secure 
long-term raw material, fuel, and energy supplies, 
to increase international economic and scientific 
cooperation, and to further develop specialization 
of production with CEMA. Rising prices of raw 
materials in CEMA contributed to a further dete- 
rioration of East Germany's terms of trade, as did 
Western price rises. It seems likely that the 
GDR's 1976 deficit on hard currency trade exceeded 
t .e record $1 billion of 1975, while the balance 
with communist countries probably improved somewhat. 


The poor h:rvests in 1975 and 1976 created 
unanticipated needs for imports of agricultural 
commodities, mainly feedgrain, placing an addi- 
tional burden on GDR import capacity. Average or 
better weather in 1977 would ease pressure for 
imports of agricultural commodities. Weather 
notwithstanding, however, the GDR has a continuing 
need for imports of feedgrain and feed protein, 
and has informed the United States of its 
intention to import 1.5 - 2 million tons of grain 
anrually at least through the 70's. 


Credit and Finance 
The GDR publishes no data on exchange reserves 


and foreign indebtedness. Western analysts, 
however, estimate GDR hard-currency indebtedness 





at the end of 1976 at over $5 billion, exclusive of the 
$340 million (DM 850 million) overdraft facility in trade 
with West Germany. The GDR continues to show interest 

in borrowing from western sources, borrowing bank-to-bank 
as well as through syndications. Borrowings in 1977 

thus far have included a $150 million Euromarket 
syndication for general purposes; and borrowing continues 
to have a place in the GDR's strategy for bridging what 
it hopes will be a narrowing gap between import needs 

and export earnings. 


IMPLICATIONS FOR THE UNITED STATES 


While the US has in recent years been a major supplier 

of agricultural commodities to the GDR, US-GDR trade 

in manufactured goods is modest, reflecting in part 

the persistence of trading patterns of the pre-recognition 
period and partly special conditions applying to trade on 
both sides. The GDR seeks bilateral balance in its 
foreign trade; and one effect of this is to exert a 
limiting influence on imports from trade partner 
countries when the partner is in surplus. Other factors 
are chronic foreign exchange scarcity and the weakness 

of marketing capabilities which impel GDR 

traders to seek to have trading partners accept payment 
in part in GDR output, sometimes in fields different 

from the foreign partner's area of economic activity. 


These questions aside, the highly industrialized GDR 
economy offers potential trade opportunities, especially 
in capital goods. A well-established chemical industry 
and an electronics and electrical industry offer a 
potential market for foreign business, and emphasis in 
GDR planning on increasing per-worker productivity 
suggest that materials handling and other labor-saving 
technologies and equipment offer possibilities for 
export sales to the GDR. The GDR has also shown 
interest in obtaining western technologies under license. 
Ambitious plans to reduce the dependence of GDR 
agriculture on natural phenomena imply a potential 
market for certain products including irrigation 
equipment, hothouse technology and equipment, and 
agricultural chemical technology and equipment. 





In general, prospects for sales of industrial 
products which the GDR is itself capable of producing 
or obtaining a substitute from other CEMA countries 
are not great. In the consumer field, the GDR 
imports modest quantities of food items, apparel, 
and appliances for sale to the public, in certain 
cases for hard currency. For its part, the GDR 
places special stress on export expansion in 
machine tools, textiles, machinery, and polygraphic 
machinery, besides a number of traditional areas 

in the consumer and light industrial field. 


The GDR has recently begun to express an interest 
in cooperative arrangements with foreign firms in 
projects in third countries. There is not at 
present any foreign management or equity in the 
GDR economy. 


The foreign trade system of the GDR is a monopoly 
under the direction of the Ministry of Foreign 


Trade, to which about forty Foreign Trade 
Organizations, each specialized along product lines, 
are subordinate. Detailed information is available 
in the U.S. Department of Commerce Overseas 

Business Report 75-53, "Trading with the German 
Democratic Republic." 
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